
products. The following are suggestive of some of these
relationships and spillovers:

-Scale economies in semiconductor production are more
readily attainable in the presence of high volume
demand from the consumer electronics sector;

-To the extent that common production processes are
used, the cost of semiconductors for other uses will
be lower as a result of the high volume demand from
the consumer products sector;

-The cost of R&D for a wide range of applications can
be amortized across the consumer electronics driven
base;

-The fairly stable demand for consumer electronics
products can provide insulation from the more volatile
demand for semiconductors from other sectors;

-There appear to be both economies of vertical
integration and economies of scope;

-Vertically integrated firms can use revenues from the
consumer products and semiconductor lines to
contribute to development of new processes and new
products both upstream and downstream;

-High volume production of semiconductors gives rise to
"learning" econo~ies which increase the proportion of
circuits that function, thereby driving down the
average cost and price of salable output;

These relationships indicate the nature of some of the
linkages that exist in the network of information markets and
industries. The point here is not to detail those relationships,
but to establish that the development of a US market for ATV
products will have important collateral effects spread throughout
the electronics and information industries complex.

VI. CONCLUSION

The potential wealth that may be generated in world markets
for ATV products over the next twenty years is astounding.
Whether and to what extent that potential will be realized in
ways consistent with US interests is an open question.

The details of the scenarios do not really matter. Under a
broad range of alternative assumptions, the scenarios imply that
future development of this technology may offer both enormous
opportunity and significant risk to US interests. This
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conclusion holds even if the technology develops only at a
fraction of the pace and replicates only partially the success of
its consumer electronics predecessors. ~.

The scenarios also make clear that our technological and
economic futures cannot be separated from each other or insulated
from the consequences of US government policies and
implementation.

What various agencies of the US government do, or do not do,
will have an immense effect on the distribution of world
technological, economic and political power created by this
family of technologies during the next twenty years and beyond.

These results do not, standing alone, imply that the
government should or should not take any particular steps in the
processes now under way to develop this family of technologies.

However, viewed in the broader context of challenges to US
technological leadership in microelectronics and electronics
products more generally, the potential magnitude of the stakes
involved in the consumer electronics sector testifies to the
importance of a careful review of federal policies, programs, and
regulations which influence the incentives of potential US
participants.
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APPENDIX - A

UNITED STATES DEPARTMENT OF COMMERCE
The Assistant Secretary for Communications
and Information
Washington, D.C. 20230

We were most
our conference.
of the views
conference.

December 24, 1987

Mr. Alex Felker
Chief
Mass Media Bureau
Federal Communications Commission
1919 M street, N.W.
washington, D.C. 20554

Dear Lex, High Definition Television

It is my pleasure to be serving with you on the FCC
Advisory Committee on Advanced Television Systems. Chairman
Patrick has initiated a process which I hope will end with a
u.s. strategy on the future of advanced television in this
country. I applaud him for this initiative.

Some months ago, the National Telecommunications and
Information Administration held a conference on advanced
television. We did so for several reasons. We wanted to
get senior leadership more involved with this public policy
issue. We wanted to seek advice on developing an advanced
television policy for this Administration. And, as a part
of the Department of Commerce, we wanted to begin an
assessment of the economic implications of technological
advancements in high resolution technology in a number of
markets, including consumer electronics.

appreciative that you participated in
We, therefore, want to share with you some

that are, in part, an outgrowth of the

We believe a primary goal of any initiative should be
to make HDTV feasible for terrestrial broadcasting. We have
come to this view, not because we favor broadcasting over
other video distribution systems, but because unlike such
other systems (e.g. Cable and VCR), terrestrial broadcasting
is uniquely constrained by government regulations from
readily adopting this new technology. The FCC's existing
spectrum allocation scheme for television and related
technical standards raise issues which must be accommodated
if HDTV technology is to be adapted to the broadcast medium
and government action will be required. VCR manufacturers
and cable companies are not so constrained and can, through
wire-lines which they control, reconfigure their spectrum at
will. Terrestrial broadcasting is not so fortunate.
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Additionally, while important, our concern is not
limited to broadcasting being at a unique, government-driven
disadvantage in responding to the HDTV opportunity. We also
feel that the federally fostered local television system
will be needlessly jeopardized if steps toward making HDTV
feasible for terrestrial broadcasting are not taken. The
video market is most competitive when, as is the case today,
state-of-the-art technology is used by all media. It is not
easy to maintain competition in the marketplace, however, if
there are marked technical quality differences among
competitors. If terrestrial broadcasting cannot accommodate
the new technology, it almost certainly risks being left
behind by competing video delivery systems able to provide
high definition service. We believe that local television,
with its strong . traditional commitment to local news and
other service, should not be put at risk of a prolonged
decline, much in the way that the AM radio was allowed to
decline vis-a-vis higher quality FM service.

In our view, the FCC's Advanced Television study
should result in the commencement of a rule making
proceeding, which would declare as its intention, the
establishment of an HDTV broadcast transmission standard by
a specific date. We have suggested 1991 as an appropriate
target. At least four important benefits should flow from
the selection of a single HDTV broadcast transmission
standard. First, given the substantial progress that has
already been made toward creating an HDTV system suitable
for terrestrial broadcasting, three years afford sufficient
time for further innovation. Second, by anpouncing a target
date, the Commission will serve notice on firms engaged in
development of HDTV that our terrestrial broadcast media
will deliver HDTV, and will deliver it in about the same
timeframe as other media. Third, consumers will be given
the same sort of assurance that terrestrial broadcasting
will be part of the HDTV future. Fourth, terrestrial
broadcast television will be given an opportunity to
maintain its place as a competitive, state-of-the-art video
technology.

We recognize that any Commission standard setting
proceeding will involve balancing a number of variables.
First, the HDTV broadcast transmission standard must be as
spectrum efficient as possible. While we have an open mind
on the use of additional bandwidth, a 6 megahertz solution
in accord with existing allocations, would clearly be more
easily implemented. Additionally, we think it is important
that any HDTV system adopted as a transmission standard
generate a signal compatible with existing NTSC sets, such
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that viewers will be able to receive virtually the same
quality of service on existing sets~ There will also
necessarily be signal quality trade offs between proposed
competing HDTV transmission systems. Any final terrestrial
broadcast standard for HDTV will have to be evaluated in the
light of these factors and achieve the proper balance.

It is also important to understand that by this
proposal, we do not mean that the FCC should establish an
HDTV transmission standard for any other video distribution
systems, or that the Commission should involve itself with
standard setting for TV sets or other receiver hardware. We
believe an HDTV broadcast transmission standard is the key
and set manufacturers can be expected to design sets capable
of decoding the broadcast transmission standard ultimately
agreed upon.

Our concern is that this process begin; that the
Commission announce its determination to set a standard by
1991. Such an announced intention would provide increased
certainty and a very real target on which HDTV transmission
system designers can fix their sites. Again, this would be
a standard for HDTV broadcast transmission only, not more .

•Should you be interested, a fuller development of
these thoughts is set forth in our comments filed with the
FCC in the Advance Television proceeding. I very much look
forward to working with you as we seek to meet what I
believe is the greatest challenge facing television for the
remainder of this century.

Sincerely,

cc: Dennis Patrick
Richard E. Wiley, Esq.


